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SUBJ: SECRETARY SIMON'S VISIT: BACKGROUND MATERIAL 

1. SUMMARY: WE HAVE RECEIVED TWO SETS OF STATE BRIEFING 

PAPERS WHICH WE ASSUME PROVIDE BASIC BACKGROUND INEORMATION FOR 
SECRETARY'S VISIT. EIRST IS PACKAGE PREPARED FOR USADB 
DELEGATION, APPARENTLY IN EARLY MARCH. IT HAS COVERING 
SUMMARY WITH ATTACHEMENTS ON CURRENT ECONOMIC AND POLITI- 
CAL SITATIONS. SECOND IS EARLY APRIL PAPER ENTITLED 
"SECRETARY SIMON'S VISIT TO SRI LANKA." FOLLOWING AMENDS 
AND UPDATES BACKGROUND INEORMATION IN EIRST PACKAGE. WE 
HAVE NOTHING TO ADD TO BACKGROUND IN SECOND PACKAGE. SPETEL 
GIVES OUR COMMENT ON TALKING POINTS FOR MEETINGS WITH PM AND 
WITH GSL OEFICIALS. END SUMMARY. 

2. IN EARLY MARCH BRIEFING PACKAGE: "I, HIGHLIGHTS, KEY 
STATISTICS": EOLLOWING ADDITIONAL DATA POINTS UP SRI LANKA'S 
EXTREMELY DISTRSSED ECONOMIC SITUATION AND OUTLOOK: TRADE: 
ACCORDING IBRD FEBRUARY 20 REPORT, CY (ALSO FY) 1973 MET 
CURRENT ACCOUNT DEFICIT OF MINUS U.S. $38 MILLION INCREASED IN 
CY/EY 1974 TO MINUS U.S. $328 MILLION. IN CY 1974, TEA, 

RUBBER, COCONUT EXPRTS EARNED ABOUT 73 PERCENT OF FOREIGN 
EXCHANGE WHILE FOOD, PETROLEUM, FERTILIZE USED 84 PERCENT 
OF FOREIGN EXCHANGE EARNED. (LATTER EIGURE IN 1971-72 WAS 48 
PERCENT). TERMS OF TRADE HAVE DECLINED FROM 93 IN 1968 TO 
60 IN 1973 AND MAY HAVE DETERIORATED 35 PERCENT IN 1974. 
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$300 MN. NET CAPITAL INFOLOW REQUIRED TO COVER CURRENT ACCOUNT 
DEFICIT. AFTER ALL ANTICIPATED AID AND CREDITS CONSIDERED, 

ABOUT $200 ADDITIONAL FORIGN EXCHANGE WILL BE REQUIRED. 

DEBT: CY/FY 1974 DEBT SERVICE RATION OF UNDER 13 PERCENT 
PROJECTED TO WORSEN TO ABOUT 19 PERCENT IN CY/FY 1975 
LARGELY BECAUSE OF MUCH INCREASED SHORT TERM BORROWING. 

3. "CURRENT ECONOMIC SITUATION ": (PARAGRAPH ONE): MAJOR 
ADDITIONAL FACTOR IN PLANTATION INDUSTRY DECLINING PRODUCTION 
IS OWNER/INVESTOR UNCERTAINTY BECAUSE OF LAND REFORM EXPROPRI- 
ATIONS OF PROPRIETARY ESTATES IN 1973-74 AND CONTINUING GSL 
POLICY OF SELECTIVELY NATIONALIZING FOREIGN CORPORATELY OWNED 
ESTATES. AT BOTTOM OF PAGE TWO, STATE "-BUT 

GOVERNMENT HAS NOT MOVED AGAINST THESE ESTATES " SHOULD BE 
DELETED AND CHANGED AS FOLLOWS: "IN EARLY APRIL GSL INITIATED 
NATIONALIZATION OF PART OF MAJOR ESTATE GROUP BECAUSE GSL 
OBJECTS TO OFFSHORE TRANSFERS OF GROUP'S OWNERSHIP WHICH 
REPORTEDLY HAPPENED IN JANUARY AND INVOLVED ARAB AND 
HONG KONG INTERESTS." 

4. LANGUAGE CONCERING ESSO'S OUTSTANDING CLAIM FOR 
NATIONALIZED PRODUCT HANDLING EQUIPMENT SHOULD READ AS 
FOLLOWS: "THOUGH MID-MARCH 1975 ESSO REPRESENTATIBES 
HAD TOLD EMBASSY NEOGITATIONS WERE PROCEEDING SLOWLY 
BUT SATISFACTORILY. CEYLON PETROLEUM CORPORATION (CPC) 
CHAIRMAN ON MARCH 27 ASSURED EMBASSY OF INTENT TO EXPEDITE 
CLAIM SETTLEMENT. ESSO REPRESENTATIVE (LOCATED IN BOMBAY), 
HOWEVER, HAS RECENTLY WRITTEN MBASSY THAT CPC IS STALLING 
AND REQUESTS FURTHER EMBASSY REPRESENTATION ON THEIR BEHALF. 
SINCE SRI LANKA RECEIVED PRESIDENTIAL SPECIAL CERTIFICATION AS 
POTENTIAL BENEFICIARY OF 1974 TRADE ACT GSP, BASED ON 
SATISFACTORY PROGRESS TOWARD ESSO CLAIM SETTLEMENT, THIS IS 
MATTER OF CONCERN. CLAIM IS VERY SMALL, HOWEVER, AND ESSO/ 

GSL DIFFERENCE SHOULD BE AMENDABLE TO SOLUTION. WE DO NOT 
RECOMMEND THAT SECRETARY OR PARTY RAISE THIS ISSUE BUT THEY 
SHOULD BE AWARE OF CURRENT BACKGROUND." 

VAN HOT.LEN 
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